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ABSTRACT 
A considerable amount of research has focused on several effects of social capital 
such as economic benefits, forming human capital, and crime rate. However, less attention 
has been paid to the mediating effect of social capital on perception of financial well-being. 
Community social capital's effects on individual perception of financial well-being has also 
received little attention. 
This paper seeks the answer to these questions: (1) What are social capital's 
mediating effects on the perception of financial well-being and household financial capital? 
(2) What are community social capital, financial capital, and human capital's effects on 
individual perception of financial well-being? 
Data for this study came from the Northwest Area Foundation Horizons Cluster 
Social Capital Survey conducted from 2004 to 2005. The survey covered 36 communities 
participating in the Northwest Area Foundation Horizons Program. 
The results of the study approved the mediating effects of social capital on the 
perception of financial well-being and on the forming of household financial capital. Among 
three community capitals, only community social capital shows a significant effect on 
perception of financial well-being. Community social capital also shows a greater effect on 
perception of financial well-being than that of individual social capital. It illustrates social 
capital's characteristic as a public good rather than a private property. Distribution of three 
capitals indicated that social capital is more equally distributed than those of household 
financial capital and human capital. 
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CHAPTER 1. INTRODUCTION AND RESEARCH QUESTIONS 
Background 
The concept of social capital has become popular not only in academic areas but also 
in everyday life over the last decade. The effects of social capital have studied in many areas 
such as education, the job market, economic development, and social control (Portes, 1998). 
Social capital caught many social scientists and policy makers' interest. Thus academic and 
social policy articles about social capital have been increasing (Wall, 1998). Wall indicated 
that interest in social capital is stimulated largely by the work of Pierre Bourdieu, James 
Coleman, and Robert Putman. However, the term of social capital, which can be defined as 
social networks characterized by norms of reciprocity and trust, was first used by Hanifan in 
1916, the state supervisor of rural schools in West Virginia. Hanifan encouraged the 
importance of community involvement for successful education. In 1961, Jane Jacobs used 
the term of social capital to explain the vitality of cities. 
Pierre Bourdieu (1986) discussed social capital more systematically by relating social 
capital to other forms like financial capital and cultural capital. The social world's structure 
and functioning cannot be understood without reintroducing capitals in all its forms, not just 
financial capital (Bourdieu, 1986). He emphasized the convertible characteristic of capitals 
arguing that cultural capital and social capital are convertible into financial capital. 
Coleman (1988) distinguished capital as financial, human, and social capital. He 
illustrated how social capital of the family is used in the formation of human capital using 
high school drop out data. He also claimed that social capital contributes to production 
activity like other forms of capitals by suggesting some examples such as whole sale 
diamond market in New York in which traders get benefits through trust between them. 
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Coleman (1993) believed the density of community social networks has been decreased by 
the development of technology. He argued that social control, which is one of effects of 
social capital, no longer can depend on community social networks, but it should depend on 
positive incentive and rewards for performance of individuals in community. 
Putman focuses on the role of social capital for civic culture, public affairs, and 
democracy. Through the study of Italian regional governments, he found that communities 
with more social capital are more effective in their performance than communities with less 
social capital. He also found that social capital embodied in norms and networks of civic 
engagement are an essential condition for economic development (Putman, 1993). In his 
recent book Bowling Alone, he analyses the trends of U.S. social capital in the 20th century. 
He indicated several reasons for social capital declining during the last one-third decade in 
the 20th century such as pressure of time and money, electronic entertainment, suburban 
sprawl, and generational changes. He illustrated that education and children's welfare, 
economy prosperity, democracy, and even health and happiness depend on the stocks of 
social capitals. 
Besides these three major contributors, there are other social scientists who 
contributed to social capital theory's development. Portes (1996, 1998) emphasized the 
negative side of social capital. He maintained that social capital can be created in mafia 
families, prostitution rings, and youth gangs. McLanahan and Sandefur (1994) illustrated the 
social capital's characteristic as a source of family support by an analysis of the single parent 
negative effects on children such as higher juvenile delinquency and lower educational 
attainment. Hagon, MacMilllian and, Wheaton (1996) argued the life course effect of family 
migration on their children. They demonstrated that family migration negatively contributed 
to children's educational attainment and occupational status when they are grown up due to 
declined social capital in new town. Granovetter (1974) illustrated that job searching is more 
efficient when job seekers contact with employers through social networks. Grootaert (1998) 
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maintained that trust and social network in community play important roles in reducing 
poverty. The poor get benefits from social network with the rich in his study for Indonesia 
villages. Knack and Keeper (1997) studied state social capital's effect on state economic 
development. They found that trust and civic norm such as the norm against littering are 
significantly related to state's economic performance. 
In the broad sense, capital means financial wealth such as stocks and bonds, which 
are used to acquire the physical capital of tools, machines, houses, means of transportation, 
and any materials used to produce and transport goods. Traditional economic theory 
generally viewed capital as financial wealth or physical items such as machinery, buildings, 
and vehicles that are factors of production. However, some economists recognized and 
focused on broader forms of capital. From the 1950s, some economists realized that human 
beings also could be considered as a capital. Mincer introduced the concept of "human 
capital" into labor economics in 1959 (Mincer, 1959). The Mincerian Equation, which uses 
human capital as a variable to explain how wages are determined in a statistical estimation, 
has been used frequently on papers on labor economics (Schultz, 1971). 
Schultz (1961) argued that characteristics of human beings such as education and job 
skills could be regarded as a capital, and asked his colleagues to theorize about human 
capitals. Becker believed that human capital has similar characteristics to physical capital for 
production such as machines and buildings. Individuals can invest in human capital through 
education and on-the job training, and their income depends partly on the rate of return on 
the human capital that they have (Becker, 1962, 1967, 1975). Thus, human capital could be 
included as a separate variable in an economic analysis of production and also in another area 
of social science. 
Regarding the relationship of capitals to each other, Bourdieu (1986) claimed that 
capital can be converted from one form into another. Wall (1988) argued that the social 
capital concept has a potentially fruitful connection to economical capital theory by using the 
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same idea of capital. Coleman (1988) emphasized the similar characteristics between capitals 
as a resource available to an individual. He indicated that "Like other forms of capital, social 
capital is productive, making possible the achievement of certain ends that in its absence 
would not be possible" (1988: s98). However, Putman (1993) emphasized the difference of 
social capital from other form of capitals. He argued that "Unlike conventional capital, social 
capital is a public good; it is not the private property of those who benefits from it. Like other 
public goods, from clean air to safe streets, social capital tends to be under-provided by 
private agents" (1993: 38). Portes (1998) believed different characteristics of three capitals. 
Financial capital is in bank accounts, human capital is in the body, and social capital is in 
social networks. 
Perception of financial well-being briefly refers to subjective evaluation of 
contemporary financial conditions and freedom from financial insecurity. Dickinson (1996) 
maintained that financial hardship affects the quality of family relationship and economic 
stress increase marital tension. Peoples' financial satisfaction is not only depends on their 
financial resources but also depend on relative deprivation (Stoller, 2003). When they are as 
well off as their neighbors, people tend to be financially satisfied even if they are low 
Income. 
Purpose and Importance of Study 
Social capital operates through a variety of mechanisms to produce socially desirable 
outcomes. Social capital can affect the forming of household financial capital. Social 
networks can help a person locate a job (Granovetter, 1974), reduces transaction costs for 
business (Coleman, 1988), and facilitate the flow of information (Lin, 1999). 
However, according to the literature review, most research focuses on social capital's 
direct effect on economic benefits, but does not focus on indirect mediating effect of social 
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capital on economic benefits. The mediating effect of social capital briefly refers to indirect 
influence through social capital such as household financial capital's indirect effect on 
perception of financial well-being through social capital. The mediating effect of social 
capital will work through the following process. Household income has positive influence on 
social capital (Bjornskov, 2003). And social capital may have influence for perception of 
financial well-being through the social capital's economic benefits which is a base of 
perception of financial well-being. Not much study has been done for the effect of social 
capital on perception of financial well-being even perception of financial well-being also 
affect quality of life through economic stress due to financial dissatisfaction (Dickson, 1996). 
Therefore, examining the mediating effects of social capital on the perception of financial 
well-being will contribute further evidence of social capital effect on perception of human 
being not only on the financial capital. 
Another characteristic of previous research was conducted at the same level such as 
individual, community, and state levels. Coleman (1988) and Mclanahan and Sandefur 
(1994) studied social capital at the family level. Putman (1993) studied social capital in local 
community networks. Knack and Keefer (1997) studied social capital at the national level. 
Social capital has characteristics both a resource of persons and public good (Coleman 1988; 
Putman, 1993). In order to examine social capital's characteristics as a private property and 
public good, multi-level analysis are required because social capital is related to both 
individual and community. However, not much empirical study has been done for social 
capital's characteristics as a private property and public good using multi-level analysis. 
Multi-level refers to hierarchical data structure such as people in community and 
workers in firm (Hox, 1995). Social capital has a hierarchical structure because individual 
actions are embedded in community network and community network affects individual 
actions (Grannovotter, 1973). Multi-level analysis provides a measurement of both individual 
and community level characteristics on the persons in the community. Therefore, the 
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empirical studies using amulti-level model for the effect of individual and community social 
capital on the perception of financial well-being might have some significance. 
Research Questions 
This study addresses two main research questions. The first question is "what are 
mediating effects of social capital on the perception of financial well-being and household 
financial capital?" To address this question, the hypothesis is that social capital has mediating 
effects both between human capital and household financial capital, and also between 
household financial capital and perception of financial well-being. 
The second question is "what are community social capital's effects on individual 
perception of financial well-being?" To answer this question, the hypothesis is that 
community social capital will have significant effect on individual perception of financial 
well-being. This question is to examine and compare the magnitude of community social 
capital's and individual social capital's effect on perception of financial well-being. This 
question is also to examine statistical significance of community financial capital and human 
capital's effect on individual perception of financial well-being because Bourdieu (1986) 
indicated that all forms of capital are required to explain social world. 
Structure of Thesis 
This thesis is developed into five chapters. The following chapter discusses the 
theoretical framework for three kind capitals -financial capital, human capital, and social 
capital, and perception of well-being. Chapter three details the population and sample used in 
the research, an explanation of the measurement of concepts, and the analytic approach. 
Chapter four presents the major findings for the research questions suggested before. Chapter 
five integrates the findings with a discussion of implication for theory, future research, and 
limitations of the study. 
Figure 1. Hypothesis Model of Study. 
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human capital 
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CHAPTER 2. 
THEORETICAL FRAMEWORK AND LITERATURE REVIEW 
Definitions of Social Capital 
As social capital has gained interest across several social science disciplines, there are 
many definitions for social capital that have somewhat different meanings. One of pioneers 
of social capital concept, Lyda Judson Hanifan, defined social capital as "good will, 
fellowship, mutual sympathy, social intercourse among group of individuals and families" 
(Putman, 2000: 19). Pierre Bourdieu defined social capital as "the aggregate of the actual or 
potential resources which are linked to possession of a durable network of more or less 
institutionalized relationships of mutual acquaintance and recognition" (1986: 248). 
Accordingly, individuals' position is allocated by their possession of available financial, 
social, and cultural capital. 
While Bourdieu is critical to the rational choice theory, Coleman's perspective on 
social capital is based on rational choice theory by viewing social capital as resource for 
individuals to achieve their goals. He extended the economic concept of human capital and 
financial capital to social capital. He defined social capital as "the value of these aspects of 
social structure to actors as resources that they can use to achieve their interest" (1988: s 101). 
Like Coleman's definition, Lin's definition also emphasized social capital as an individual 
resource. He defined social capital as "resources embedded in a social structure which are 
accessed and/or mobilized in purposive actions" (1999: 35). He indicated that the premise 
under the term of social capital is "investment in social relations with expected returns" 
(1999: 30) 
Putman defined social capital as "features of social organization, such as network, 
norms, and trust that facilitate coordination and cooperation for mutual benefits" (1993: 35-
9 
36). He indicated that "core idea of social capital theory is that social network has value" 
(2000: 18-19). Portes's definition focused on collectivity rather than individual benefits. He 
considered social capital as a constraint to individuals' action and choices, not always as an 
instrumental for individuals. He defined social capital as "expectation within a collectivity 
that affect the economic goals and goal-seeking behaviors of its members" (1993: 1323). 
Portes indicated that social capital is one of the most popular terms exported from 
sociological theory to everyday language, and suggested two reasons of popularity of terms 
of social capital. First, social capital emphasizes "positive consequences of sociability while 
putting aside its less attractive features". Second, social capital that has non-monetary form is 
believed as "sources of power and influence, like the size of one's stock holding or bank 
account" (1998: 2) 
Wall summarized the mainstream definition of social capital as "the mutual relations, 
interactions, and networks that emerge among human groups, as well as the level of trust 
found within a particular group or community" (1998: 304). This paper focuses on the effect 
of community social capital on individual perception of financial well-being. Therefore, 
social capital is defined based on the Putman's definition. It is social networks, and norms of 
reciprocity and trust associated with social networks. 
Capital Theory i n Classical Economy 
The term of capital has been used widely in many areas to explain socio-economic 
phenomena of society. The American Heritage dictionary (2000) gives three meanings of 
capital. First, "Wealth in the form of money or property, used or accumulated in a business 
by a person, partnership, or corporation" Second, "Material wealth used or available for use 
in the production of more wealth" Third, "Human resources considered in terms of their 
contributions to an economy" 
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In this thesis, capital theory is broadly divided into two categories to explain the 
theoretical framework of three kinds of capitals —financial capital, human capital, and social 
capital. The first one is a classical capital theory which views capital as financial wealth and 
physical goods. Capital is one of the factors for production with land and labor. The input of 
capital and labor are combined in production to generate an output which could be used by 
the consumer or reinvested to increase the stock of capital (Victor, 1991). Fisher (1919) 
indicated that among many definitions of capital, an important fact is that capital is 
productive. The second category is neoclassical capital theory that has a broader concept for 
capital including human and social capital. The basic idea of capital theory is that capital is 
one of the main resources for productive activities, and it contributes to productive activities. 
One of characteristic of capitals is a tendency of circulation (Fisher, 1919). Financial capital 
can be converted into production means and physical goods through investment and 
production activities, and physical goods also can be converted to financial capital through 
market. 
Broadening the Definition of Capital: Neoclassical View of Capital 
Several scientists discovered gaps between classical capital theory and socio-
economy phenomena. Therefore, they introduced new forms of capitals such as human 
capital and social capital to explain what is not explained by classical capital theory, such as 
the reasons of different output with the same amount of financial capital. Herfindahl and 
Kneese (1974) provide the standard neoclassical definition of capital. They defined capital as 
"anything which yields a flow of productive services over time and which is subject to 
control in production process". The neoclassical definition of capital does not restrict capital 
within financial wealth. 
11 
Human Capital 
The term of "human capital" was used first in Jacob Mincer's pioneering article in 
1958 "Investment in Human Capital and Personal Income Distribution". He explained the 
difference in individual wages lies in differences in skill and education of the workers 
(Mincer, 1958). Becker (1962, 1975) indicated that activities like schooling, on-the job 
training, medical care, and acquiring information about economic systems are investments in 
human capital. He argued that learning new skills at school and on the job increase 
productivity. Therefore, these investments in human capital influence future real income 
through the imbedding resources in individuals. 
Morgan and Duncan (1979) focused on the quality of education instead of the 
quantity of education. They measured the quality of college using ACT test scores of 
freshmen, expenditure per student on college, and prestige ranking of college. They found 
that not only quantity of education but also quality of college education such as prestige 
ranking of college and ACT scores also has an important impact on lifetime earnings of 
students. 
While investment in human capital benefits individuals, research shows it can also 
benefit nations. Stokey (1991) studied the effect of human capital accumulation on the rate a 
of country's growth. He demonstrated that individual investment in human capital through 
education causes growth of the social stock of knowledge and this growth becomes the 
source of state growth. For examples of this model, he indicated newly industrialized 
economies or counties such as Japan, Taiwan, Korea, and Hong Kong. Barro (2001) also 
studied the effect of both quantity and quality of education on long-term economic growth 
using data from approximately 100 countries observed between 1965 and 1995. He measured 
quantity of education by the average year of educational attainment of adults, and measured 
quality of education by international test scores of science. His analysis showed that the 
quantity of education has a positive and statistically significant effect on long-term economic 
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growth. His estimate implies that one additional year of education raises the growth rate by 
0.44 percent per year. 
According to the articles above, investment in skill and education is considered 
acquiring human capital. Both the quantity and quality of human capital have a significant 
effect on personal income and economic growth of society. 
Social Capital as Capital 
Social capital has a different characteristic from financial and human capital. Social 
capital exists in the structure of social relation among individuals but does not exist in the 
individual. Another difference comes from its non-market characteristics. Social capital 
cannot be traded in the market, unlike financial and human capital. However, social capital 
shows important characteristics with other forms of capital. Social capital contributes to 
productive activities of individuals and communities. 
Social capital is a precondition of economic development and effective government 
(Putman, 1993). Social capital contributes to economic development and public affairs in 
several ways. First, social networks and trust promote norms of generalized reciprocity. 
People can help others if there is trust that someone will help them when they need helps. A 
community with generalized reciprocity is more efficient than a distrustful community like 
money is more efficient than barter. Second, social networks foster coordination among 
members of the community. In dense networks, people will be punished for opportunism and 
malfeasance (Coleman, 1988; Portes, 1998). Finally, the experience of successful 
collaboration embodied in a social network serves as an example of instigation for future 
collaboration. Portes (1993) claimed that social capital such as bounded solidarity and 
enforceable trust have several positive effects. He also illustrated positive effects of social 
capital such as flexibility in economic transactions through reduction of formal contacts, 
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privileged access to economic resources, preferences for co-ethnics in economic transactions, 
reliable expectations concerning effects of malfeasance, and altruistic support of community 
members and goals. 
Rational Choice and Embeddness Perspectives of Social Capital 
Social capital theory can be broadly divided into two schools of thought —rational 
choice and embeddness perspectives. Rational choice perspective views social capital as the 
property of individuals which can be accumulated and used. Rational choice perspective 
focuses on the use of social capital by individuals, and is based on the rational choice theory 
assumes that individuals act to achieve their own self-interest. The focus is on how 
individuals access and use resources embedded in social relations to gain personal desirable 
returns. Like financial capital and human capital, investment in social capital is made by 
individuals with the hope of an expected return (Lin, 1999). Rational choice perspective 
emphasizes the individual benefits at brokerage positions in a network such as information 
benefit and control benefit (Burt, 1997). Coleman (1988) argued that social capital should be 
identified by its function, and indicated that social capital is "a resource for persons" (1988: 
s98) and "the value of these aspects of social structure to actors as resources that they can use 
to achieve their interests" (1988: s 101). 
On the other hand, embeddness perspective for social capital focuses on the group 
level of social capital. They focus on how certain groups or communities develop and 
maintain social capital as a collective asset, and how such a collective asset enhances group 
or community members' lives. Embedddness perspective emphasizes the social structure 
within which social interaction occurs. Individual actions are embedded in social relations 
and those social relations affect individual actions in return. Embeddness perspective can be 
traced to Durkeheim's "social facY'. According to Gidden (1972), Durkheim insisted that 
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society is more than the sum of its parts. Durkheim believed that social facts have an 
independent existence greater than aggregate actions of the individuals in the society, and 
society could only be explained by other social facts. 
Granovetter (1985) indicated that economic action is embedded in structures of social 
relation of modern industrial society. According to this perspective, individuals purposive 
action is embedded in the system of social relations and individuals' decisions cannot be 
isolated from a social context. He focused on how an embedded personal relationship 
generates trust and discourages misconduct in economic life. He explained embedded 
personal relationships in diamond merchants transactions as "this transaction is possible in 
part because it is not atomized from other transactions but embedded in a close-knit 
community of diamond merchants who monitor one another's behaviors closely" (1985: 
492). Diamond transaction without a written guarantee is possible because diamond 
merchants are affected by trust and fear of punishment for misconducts which come from a 
close community of diamond merchants. 
Barnes and Sheppard (1992) and Miller (1992) tried to explain why self-interested 
individuals participate in collective actions instead of remaining as free-riders. They 
described the crucial roles of place and community in forming collective action among 
rational actors due to rewards and punishments in community for participation and 
nonparticipation in collective actions. Therefore, when individuals are embedded in social 
networks in community, irrational collective action becomes rational and rational free riding 
becomes irrational. 
Effects of Social Capital 
There are many types of empirical studies that illustrate the positive effect of social 
capital, and explain the effects of social capital. Portes (1998) organized the effects of social 
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capital into three categories. They are social control, family support, and benefits through 
extra-families networks. 
Previous research related to social capital's first function of social control focused on 
juvenile delinquency in community and neighborhood safety. The crime rate is not only 
attributable to the aggregated demographic characteristics of individuals such as 
socioeconomic status, but also due to social cohesion and trust that contribute to lower rate of 
violence in neighborhood through informal social control (Sampson and Raudenbush, 1997). 
Anomie during times of political and economic transformation results in not only increased 
cognitive dissonance for individuals, but also increased rates of disaffection, suicide, and 
violent crimes of society (Woolcock, 1998). High social capital areas have safe streets and 
friendly neighbors. Other areas with low social participation face increased risk of crime and 
violence (Putman, 2000). 
The second function of social capital — as a source of family support is elaborated by 
several scholars. Human capital formation which means graduation from high school rather 
than dropping out, depended on the supply of family social capital (Coleman, 1988). Family 
social capital measured by the relations between children and parents using variables such as 
single parent, expectation of college, and number of siblings have significant effects on the 
rate of high school graduation. Family social capital influences children's misdeeds 
(Mclanahan and Sandefur, 1994). Growing up in a disrupted family increases the risk of 
becoming a teen mother, and increases the likelihood of idleness instead of going to study or 
work from two parent families. Family social capital affects educational attainment and 
occupational status (flagon, Macmillan, and Wheaton, 1996). Loss of social capital due to 
migration negatively influences children's educational attainment and occupational status. 
The third function of social capital - source of benefits through extra-families 
networks has studied in diverse areas. Coleman (1988) explained benefits of sustained social 
interaction within the tightly knit community of Jewish diamond traders. The dense ties the 
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merchants share through family, community, and religious affiliation allow efficient 
economic transaction, and they can avoid expensive bonding and insurance devices by free 
exchange of stones for inspection. Ben-Porath described diamond exchange as "valuable 
diamond change hands on the diamond exchange, and the deals are sealed by a handshake" 
(1980: 6). The new immigrants gain benefit of economic and human capital through their 
ethnic network (Bailey and Waldinger, 1991). In the ethnic business of garment industry in 
New York, employers recruit workers through networking in their ethnic group, and invest in 
human capital of workers through informal training. 
Social capital itself enhances the effectiveness of government action (Putman, 1993). 
He argued that as "the performance of our democratic institutions depends on measurable 
ways upon social capital" (2000: 349). Voluntary association membership stimulates political 
participation (Verba, Schlozman, and Brady, 1995). Social capital in the form of trust and 
social ties play an important role in reducing poverty (Grootaert, 1998). The poor get the 
benefits of mutual aid, health or educational service that the rich in groups provide. Formal 
social ties and sense of community have a strong association with community involvement, 
and norm of collective action and informal social ties have a weak association (Liu and 
Besser, 2003). 
For the effect of social capital on the perception of financial well-being, Flora (1988) 
argued that social capital contributes to community economic development and improves 
well-being of people in community through diverse linkage both within and to the outside. 
Runyan et al. (2006) found that family social capital was strongly associated with child well-
being measured by developmental and behavioral scores. Children benefit from their parent's 
social capital. 
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Critical Perspective of Social Capital 
Words carry implicit meanings and the term of social capital is no exception (Wall, 
1998). The concept of social capital focuses attention on the positive sides of sociability 
while putting aside its less attractive features (Portes, 1998). Most studies on social capital 
emphasize its positive consequences such as economic benefit and educational achievement. 
However, several scholars bring our attention to social capital's negative features. 
Institutionalized inequality takes place through the process of lower social capital of 
family to lower children's educational achievement and lower income (Stanton-Salazar and 
Dornbusch, 1995). Parents' socioeconomic and family social capital influences children's 
educational achievement. Children's educational achievement affects their future income. 
Therefore, socioeconomic status and inequality of parents' generation can transfer to the next 
generation. Wall (1998) argued that social capital or trust in a group or community could 
exclude others from access to resources in a group or community. Strong ties that bring 
benefits to members enable to keep out others' access implicitly. 
Pones (1998) agrees and adds three other negative consequences of social capital 
such as excess claims on group members, restrictions on individual freedoms, and downward 
leveling norms. In small towns where everyone knows each other, the privacy and autonomy 
of an individual can be decreased due to strong social control. Pones provides some 
examples that embeddedness in social structures turned to socially undesirable ends like 
Mafia families, and gambling rings. Like human and financial capital, social capital can be 
used for negative purposes. High within-group social capital could have negative effects for 
members of the community (Paxton, 1999). When there is high within-group social capital 
but low between-group social capital, community social capital decreases due to lack of 
connection between groups. 
Unequal distribution of social capital is one of downside of social capital. Social 
capital is not uniformly distributed to individuals or social groups (Lin, 2000). Inequality of 
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social capital occurs when a certain group has relatively disadvantaged socioeconomic 
positions. Social inequality can be embedded in social capital when norms are discriminatory 
or networks are socially segregated (Putman, 1993). 
Perception of Financial Well-being 
The concept of perception of financial well-being means an individual's subjective 
evaluation of his/her financial conditions. Subjective evaluation of financial conditions can 
affect several areas of life. Shapiro (1993) measured economic distress using both a 
subjective and objective assessment, and found that subjective economic distress more 
powerfully predicts general psychological distress than objective assessment. Perceived 
financial status also positively influenced perception of life satisfaction (Mookherjee, 1992). 
Subjective evaluation on their financial well-being affects consumers' behaviors (Klein and 
Lansing, 1995). 'Those who felt better off in their financial well-being were more likely to 
buy durable goods. 
Financial insecurity and dissatisfaction can affect the quality of family relationships 
(Dickinson, 1996). The hardship from financial insecurity and dissatisfaction is more severe 
on women due to insufficient of financial knowledge and money management skills. Fox et 
al. (2002) measured perception of financial well-being using two items; degree of satisfaction 
with current finances and frequency of worry about meeting expenses with current income. 
They found out that perception of financial well-being significantly affects the risk of 
intimate partner violence toward women. 
Several studies demonstrated that perception of financial well-being is influenced by 
subjective interpretation of the situation such as relative deprivation (Liang and Fairchild, 
1979; Liang, Kahana, and Dorerty, 1980; Stoller and Stoller, 2003). Financial satisfaction 
was a function of relative deprivation. When people are more financially secure than their 
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peers, they are more likely to be financially satisfied. Gender, age, and race difference were 
found in economic well-being. Fuchs (1986) found that gender differences in wages and 
women's economic well-being. Mookherjee (1992) found out that being White and age have 
a significant positive relationship on perception of well-being. 
Unit of Analysis in Social Capital Studies 
Unit of analysis refers to the type of unit measured and used in a study such as 
individual, group, organization, and community (Neuman, 2002). The unit of analysis is 
usually related to the hypothesis of the study and the analysis techniques. When the 
hypothesis is related to more than one unit, multi-level analyses techniques are required. For 
example, when researchers study the effect of a firm's characteristics on worker productivity, 
both workers and firms are a unit of analysis. The study will have multi-level structure of 
individual workers nested within firms. (Bryk and Raudensush, 1992). 
Social capital in this paper will be examined as a public good. All members in 
community can realize its benefit and influence and poorly connected individuals will benefit 
from the collective projects like park beautification made possible by community social 
capital (Putman, 2000). Therefore, individual behaviors in community will be affected by the 
community social capital. To study the community social capital effect on individual, a 
multi-level structure where the individual is nested in community is required. Some scholars 
indicated the importance of multi-level analysis in social capital studies. Grannovetter argued 
that "linkage of micro and macro level is thus no luxury but of central importance to the 
development of social theory" (1973: 1378). Coleman (1988) also emphasized micro-macro 
transition in social networks when he indicated a limitation of exchange theory in sociology. 
Coleman criticized exchange theory as limited to micro-social relation. However, there has 
not been much interest given to multi-level analysis of social capital effects. Most studies on 
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social capital focus on one unit of analysis such as individual, family, community, and state 
using traditional statistical techniques such as multiple linear regression. 
Generating Hypotheses 
To explore social capital characteristics as a public good, two general questions are 
drawn. First, do both individual and community social capital significantly influences the 
perception of financial well-being? If community social capital does not have a significant 
influence on the perception of financial well-being, we can not argue the social capital 
characteristics as a public good. Second, if both community and individual social capital 
have significant effects, which one has more significance on perception of financial well-
being? The answer to this question will give empirical evidence for social capital's 
characteristics as a private property or a public good. The following hypotheses are generated 
to empirically address these questions. 
Hypothesis la; 
Hypothesis lb; 
Hypothesis 1 c; 
A positive effect exists between community social capital and 
perception of financial well-being. 
A positive effect exists between individual social capital and 
perception of financial well-being 
Community social capital has bigger positive effect on 
perception of financial well-being than that of individual social 
capital. 
According to the previous literature review, most research focuses on social capital's 
direct effect on economic benefits, social control, and formation of human capital. However, 
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social capital's mediating effect has not been studied much. To examine the mediating effect 
of social capital, the following hypotheses are generated. 
Hypothesis 2a; There is a mediating effect of social capital between household 
financial capital and perception of financial well-being. 
Hypothesis 2b; There is a mediating effect of social capital between human 
capital and households financial capital. 
Several studies argue that people's perception of financial well-being is influenced by 
subjective interpretation of their financial situation. To examine this argument, the effect of 
relative household financial capital compared to community average on perception of 
financial well-being will be tested. 
Hypothesis 3 a; A negative effect exists between relative household financial 
capital compared to community average and perception of 
financial well-being. 
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CHAPTER 3. METHODOLOGY 
Sampling Strategy 
Data for this study came from the Northwest Area Foundation (NWAF) Horizons 
Cluster Social Capital Survey conducted in 2004 and 2005. Northwest Area Foundation 
commissioned the Oregon Survey Research Laboratory at the University of Oregon to 
conduct the survey. The purpose of the survey was to establish baseline data for social 
indicators relevant to the Northwest Area Foundation's mission of helping communities 
overcome poverty. The survey was designed to measure several social indicators such as 
community attachment, social and political trust, participation in voluntary organizations, 
other forms of civic and community engagement, perception of public problems, poverty 
awareness, factors related to poverty, basic attitudinal data, and basic demographic and 
background information. The survey covered 36 small communities in eight states that 
include Minnesota, Montana, North and South Dakota, Idaho, Iowa, Oregon, and 
Washington. The communities were not selected as randomly. The communities participating 
in l~fWAF Horizon program were the target of survey. Several Indian communities such as 
Kenel, Little Eagel, La Push, Hoh River, and Lower Elwah Klallam are included in the 
survey. 
l~fWAF's Horizon Program was launched in 2003 to help rural communities of fewer 
than 5,000 persons which have experienced a decline in population, income and resources. 
The communities range in size from 100 to 4700. A telephone survey with 3,359 adult 
residents was conducted from August to December of 2004. To make up for low telephone 
coverage rates in the three communities in western Washington, amail-back survey was 
conducted in March and April of 2005. From the mail survey, 95 questionnaires were 
completed and the total completed responses were 3,454. Sampling was conducted at the 
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household level and telephone numbers were selected randomly from 36 communities to 
represent proportionally the community. The total response rate of the telephone survey was 
49.6 percent and the refusal rate was 17.4 percent. The sampling error for a variable with 50-
50 proportional split is 1.5 percent at the 95 percent confidence level. The list of community 
participating in Horizon program and sample size is shown in table 1. 
Measurement of Concepts at Individual Level and Descriptive 
Statistics 
There are eight conceptual variables in the model: perception of financial well-being, 
social capital, household financial capital, human capital, relative household financial capital 
compared to community average, age, gender, and race. The five variables -perception of 
financial well-being, social capital, household financial capital, human capital, and relative 
household financial capital are the interests of this study. The remaining three variables of 
age, gender, and race are control variables. 
According to the literature review, not all individuals and social groups have uniform 
social capital and expected returns from their social capital. Men's networks have more non-
kin co-workers, advisors, and friends and fewer kin and neighbors than those of women's 
network (Moore, 1990). Network diversity and size decreased from whites to Hispanics and 
to blacks (Marson, 1988). Whites have the largest networks and blacks have the smallest. 
Immigrant networks have fewer resources than those of non-immigrants, and immigrants 
tend to use ethnic ties to access resources (Portes, 1998). Lin (2000) found significant 
differences in social networks and embedded resources between males and females, and 
between ethnic groups. Financial capital such as income tends to be affected by age. Earnings 
increased with age at a decreasing rate (Becker, 1962). Perception of financial well-being 
also significantly related to gender, race, and age (Fuchs, 1886; Mookherjee, 1992). 
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Table 1. Comparison of Population and Sample 
Cluster Community State Occupied Completed Households Interviews 
Jackson MN 1487 13 8 
l.Iowa/Minnesota Emmetsburg IA 1620 145 
Hartley IA 726 71 
Grafton ND 1804 193 
2. MinnesotalND Bagley MN 553 83 
Red Lake Falls MN 608 65 
3. Dakotas 
Eureka SD 528 111 
Ashley ND 436 78 
Ellendale ND 603 127 
4. S D/Standing 
Rock 
Kenel SD 110 20 
McLaughlin SD 268 155 
Little Eagle SD 71 37 
5. SD/Cheyenne 
River 
Timber Lake City SD 183 90 
Isabel Town SD 89 42 
Dupree SD 183 83 
Beach ND 470 128 
6. North Dakota Regent ND 99 39 
Mott ND 3 62 110 
Circle MT 291 63 
7 . Montana East Sidney MT 2006 131 
Glendive MT 1983 166 
8. Montana 
West/Flathead 
Arlee MT 235 80 
Elmo MT 15 6 61 
Hot Springs MT 280 109 
9. Idaho 
Elk River 
Kamiah 
Orofino 
ID 75 10 
ID 531 100 
ID 1137 211 
10. Oregon 
Prairie City OR 433 89 
Union OR 766 137 
Elgin OR 638 100 
Omak WA 1861 183 
11. Washington East Tonasket WA 420 105 
Bridgeport WA 624 57 
La Push Tribe WA 154 77 
12. Washington Hoh River WA 40 19 
West Lower Elwah 
Klallam 
WA 117 41 
Grand Total 3454 
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Therefore, the three variables of age, gender, and race are included at individual level 
model as control variables. The mean age (52.5) implies that the sample communities are 
aging communities. Gender is coded as a dummy variable: male (=0), female (=1). Thirty 
four percent of respondents are male and sixty six percent of respondents are female. Race is 
also coded as a dummy variable since minority proportion is small: White (=1), other race 
(=0). Eighty six percent of valid responses are white, and second largest racial category is 
American Indian (12.8 °Jo) because some Indian communities are included in the sample. 
Other groups share very little portion of remaining 
Perception of financial well-being is the dependent variable in this study. It is 
measured by the responses to the two questions about perception of one's household 
financial situation. The first question is "Now I'm going to ask a few questions about how 
you and your household are getting along financially. [Have you/Has your household] ever 
had difficulty getting a loan, credit, or other financial services?" The second question is "At 
any time in the last twelve months, has there been a time when (you/your household) could 
not pay for basic living costs, such as food, housing, electricity, heating, telephone, or health 
care?" The response categories for both questions are: yes and no. For the first question, 25.1 
percent of respondents said that they have felt difficulty getting a loan, credit, or other 
financial services. For the second question, 19.0 percent of respondents answered "yes". 
Household financial capital is used as an _independent variable for perception of 
financial well-being, and it also used as an intermediate variable between human capital and 
perception of financial well®being. Household financial capital will have a direct impact on 
individual perception of financial well-being because households are a living unit of sharing 
economic benefits such as meals and living accommodations. Three survey items -income, 
assets, and ownership of house are used to measure household financial capital. 
The income question is "What is your total annual household income, from all 
sources, before taxes?" The response category is divided into six categories: "less than 
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$18000", "$18000 - $25000", "$25000 - $40000", "$40000 - $70000", "$70000 - $100000", 
and "more than $100000". The assets question is "Are your household's current savings, 
retirement accounts, stocks, bonds, and real estate, not counting your own home, currently 
valued over or under $70,000?" The response categories are: over $70,000 and under 
$70,000. The house ownership question is "Do you [or your household] own or rent your 
home?" The response category is three categories: own, rent, and other. 
Income distribution showed generally positive skewed distribution that has a tail on 
the right side. Median income category is $25,000-$40,000. For the assets question, 36.3 
percent of valid responses report over $70,000 and 63.7 percent of valid response report 
under $70,000. For the home ownership question, 76.1 percent of valid responses own their 
house, 20.3 percent live in rented house, and 3.6 percent report other. 
Table 2. Descriptive Statistics for Demographic Variables 
Variable name Mean Std. Deviation Range 
Age 52.52 17.77 
Income 3.11 1.50 
Education 4.01 1.55 
Percent of White White : 85.8°0, Non-white : 14.2% 
Gender Male :33.7%, Female : 66.3°Io 
78 
5 
7 
Note: Income categories: 1. less than $18000, 2. $18000 - $25000, 3. $25000 - $40000, 4. 
$40000 - $70000, 5. $70000 - $100000, 6. more than $100000. 
Education categories: 1. 0-8 years, no GED, 2. 8-12 years, no HS DIP/GED, 3. HS 
diploma/GED, 4. some college, no degree, 5. associate degree, 6. bachelors degree, 7. 
masters degree, 8. doctorate/professional degree. 
Human capital is used as an independent variable to predict household financial 
capital and perception of financial well-being. According to the literature review (Becker, 
1962, 1975), human capital is measured by education and on-the job training. The Northwest 
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Area Foundation Horizons Cluster Social Capital Survey does not have any question 
addressing on-the job training. In this thesis, education is used to measure human capital. 
The education question is "What is the highest level of education you have completed" The 
response has nine categories: "0-8 years, no GED" "8-12 years, no HS DIP/GED", "HS 
diploma/GED", "some college, no degree", "associate degree", "bachelors degree", "masters 
degree", "doctorate/professional degree", and "other". For the education question, high 
school graduation is the modal response and second modal is some college with no degree 
category. 
Social capital is defined as social networks characterized by norms of reciprocity and 
trust (Putman, 2000). To measure social capital, Putman's Comprehensive Social Capital 
Index (Putman, 2000) is used in this study. Putman's Comprehensive Social Capital Index 
has several components such as a measure of community organizational life, volunteerism, 
informal sociability, measure of engagement in public affairs, and measure of social trust. To 
capture the concepts of components in Putman's Social Capital Index, ten questions are used 
such as the questions shown in Table 3. 
Relative household financial capital is used as an independent variable to measure the 
effect of individuals' relative evaluation of their financial capital to the perception of 
financial well-being. The category of relative household financial capital is divided into two: 
above community average financial capital and below community average financial capital. 
Factor Analysis to ~lleasure Concepts 
After selecting the dependent and independent variables, factor analysis was 
conducted to create indices for 3 concepts: perception of financial well-being, household 
financial capital, and social capital. Using principle component analysis of two questionnaire 
variables, perception on difficulty in financial service and difficulty in paying for basic living 
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Table 3. Social Capital Measurement Items 
Components Question and Response Category 
Community 
organizational life, 
volunteerism, 
informal sociability 
Part11. Have you been involved in Lions Club, Junior League 
[Kiwanis, PEO, League of Women Voters, Chamber of 
Commerce, Rotary Club, Eastern Star] or another local service or 
fraternal organization in the last twelve months? (1 =Yes, 2 = 
No) 
Partl6. [What about/Have you been involved in] a j ob-related 
group, such as a professional association, coop, union, or a 
trade, farm, or business organization in the last twelve months? 
(1 =Yes, 2 = No) 
Part17. [What about/Have you been involved in] any activities 
related to religious, spiritual, or church_sponsored groups in the 
last twelve months? (1 =Yes, 2 = No) 
Part25. Have you served on a committee or as an officer of any 
local club or organization in the last twelve months? (1 =Yes, 2 
= No) 
Engagement in public 
affairs 
Informl. [Generally speaking,] how important is it for you to 
stay on top of public affairs going on in ? Is it very 
important, somewhat important, not very important, or not at all 
important to you? (1 =Very important, 2 =Somewhat important, 
3 = Not very important, 4 =Not at all important) 
Vote2. How often do you vote in city, county or other local 
elections? (1 =Always, 2 =Almost Always, 3 =Most of the 
time, 4 =Sometimes, 5 =Rarely) 
Social trust 
Comm22. How much of the time do you trust members of ethnic 
or racial groups different from your own to do what is right? (1 
® Always, 2 =Most of the time, 3 =Sometimes, 4 =Rarely, 5 = 
Never) 
Govt7. Overall, how often can you trust your local government 
to do what is right? (1 =Always, 2 =Most of the time, 3 = 
Sometimes, 4 =Rarely, 5 =Never) 
Lead1. Overall, how often can you trust local spiritual and 
religious leaders to do what is right? (1 =Always, 2 =Most of 
the time, 3 =Sometimes, 4 =Rarely, 5 =Never) 
Lead2. Overall, how often can you trust local business leaders to 
do what is right? (1 =Always, 2 =Most of the time, 3 = 
Sometimes, 4 =Rarely, 5 =Never) 
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costs, I produced a single measure of perception of financial well-being. The two variables 
combine into a single scale with a reliability of 0.60. This perception of financial well-being 
accounts for 71.6 percent of two variables. 
Factor of household financial capital is created using three questionnaire variables: 
income, assets, and own/rent by principle component analysis. The three variables combine 
into a single scale with a reliability of 0.67. This financial capital factor accounts for 59.9 
percent of three variables. Factor of social capital is created using ten questionnaire variables 
previously discussed (Tables 3). The ten variables combine into a single scale with a 
reliability of 0.67. This social capital factor accounts for 25.4 percent of ten variables. 
Measurement of Community Level Variables 
To examine the effect of community capitals on individual's perception on financial 
well-being, four community level variables are used in the multi-level model as second level 
variables. Variable names are community financial capital, community human capital, 
community social capital, and percent of White. 
Briefly, there are two means of measurement for community level variables. First, the 
average of individual level variables may be used to get community level variables. 
Information is gathered about individuals in a community rather than directly examining the 
community. For example, the General Social Survey's individual data have been used to 
measure state social capital (Kawachi et al., 1997). Second, the community level variables 
can be measured at the level of community for the community itself that can not be broken 
down to individual level. Krishna and Shrader (1999) used a question directly asking about 
social capital of a particular community compare with other communities. 
In this thesis, I employ the first method to construct community level variables and 
use the average of individual responses as community level variables. 
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Table 4. Summary of Factor Scaling Statistics 
Concepts Factor Loading 
Perception of financial well-being 
Difficulty in financial service 0.85 
Difficulty in paying for basic living costs 0.85 
Cronbach's Alpha (Reliability) 0.60 
Percent of variance explained 71.64 
Household financial capital 
Income 0.82 
Assets 0.81 
Own/Rent 0.70 
Cronbach's Alpha (Reliability) 0.67 
Percent of variance explained 59.90 
Social capital 
Participation in local service or fraternal organization 0.46 
Participation in job-related group 0.31 
Participation in religious group 0.46 
Served as a committee member or as an officer of organization 0.41 
Importance of public affairs 0.53 
Voting 0.45 
Trust in ethnic groups 0.52 
Trust in local government 0.62 
Trust in religious leaders 0.59 
Trust in business leaders 0.61 
Cronbach's Alpha (Reliability) 0.67 
Percent of variance explanned 25.4 
31 
Table 5: Community Financial, Social, and Human Capital 
Town Name Financial Capital Social Capital Human Capital 
1. Jackson 0.27 0.04 0.13 
2. Emmetsburg 0.18 0.31 0.20 
3. Hartley 0.23 0.15 -0.01 
4. Grafton 0.25 -0.11 0.07 
5. Bagley 0.06 0.07 0.02 
6. Red Lake Falls 0.24 0.12 0.02 
7. Eureka 0.17 0.40 -0.20 
8. Ashley -0.12 0.44 -0.33 
9. Ellendale 0.08 0.26 0.39 
10. Kenel -0.51 -0.08 0.12 
11. McLaughlin (Bear Soldier) -0.64 -0.52 -0.05 
12. Little Eagle -1.21 -0.43 -0.32 
13. Timber Lake City 0.08 0.32 0.03 
14. Isabel Town 0.24 0.14 0.24 
15. Dupree -0.42 0.00 -0.05 
16. Beach 0.16 0.34 0.14 
17. Regent 0.33 0.48 -0.31 
18. Mott 0.16 0.52 -0.28 
19. Circle 0.33 0.20 -0.01 
20. Sidney 0.22 0.32 0.17 
21. Glendive 0.06 0.14 0.17 
22. Arlee 0.22 -0.35 0.24 
23. Elmo 0.28 -0.23 0.17 
24. Hot Springs -0.13 -0.16 -0.06 
25. Elk River -0.83 0.48 -0.66 
26. Kamiah 0.01 -0.16 -0.16 
27. Orofino 0.12 -0.18 0.03 
28. Prairie City -0.04 0.05 0.01 
29. Union -0.01 -0.24 0.03 
30. Elgin 0.18 0.07 -0.07 
31. Omak 0.03 -0.21 -0.04 
32. Tonasket -0.17 -0.17 -0.07 
33. Bridgeport -0.62 -0.26 -0.68 
34. La Push (Quileute) Tribe -0.75 -0.67 -0.27 
35. Hoh River -0.73 -0.51 -0.11 
36. Lower Elwah Klallam -0.75 -0.83 -0.21 
Mean 0 0 0 
Std. Deviation 1 1 1 
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Research Question and Analytic Approach 
Individual Level Analysis 
One of question of this thesis is "What are social capital's mediating effects on the 
perception of financial well-being and on the forming of financial capital?" The hypotheses 
are that social capital has a mediating effect between household financial capital and the 
perception of financial well-being, and also between human capital and household financial 
capital. The mediating effect needs to satisfy two requirements (Howell, 2002). First, it needs 
all significant paths among independent variable, mediator, and dependent variable. Second, 
when the mediator is added between independent variables and dependant variable, the 
magnitude of previous path between independent and dependant variables should decrease or 
change to an insignificant path. To illustrate the mediating effect of social capital, two 
models are tested. The first model (Model 1) assesses the contribution of human capital to 
household financial capital, and also the contribution of household financial capital to 
perception of well-being without social capital. The second model (Model 2) assesses the 
significant of paths when social capital is added as a mediator between three variables. The 
control variables previously discussed are included in each model. To measure the effect of 
community financial capital on the perception of financial well-being, relative household 
financial capital variable is introduced in each model. Social capital and financial capital are 
expected to have a reciprocal relationship. To measure the reciprocal relationship, AMOS 
(Analysis of Moment Structures) program is used. 
Multilevel Analysis 
The second question is what are community social capital's effects on individual 
perception of financial well-being. To examine community social capital's effects, HLM 
(Hierarchical Linear Models) program is used. In the model, the dependent variable is the 
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perception of financial well-being. Individual level independent variables are household 
financial capital, human capital, and social capital. Control variables are gender, age, and 
race. Second level independent variables are community financial capital, community human 
capital, and community social capital. Percentage of White Caucasian in the community is 
used as control variables at the second level because some Indian communities are included 
in the sample. This model examines the effect of community financial capital, social capital, 
and human capital on the perception of financial capital. Centering the data tends to decrease 
correlation and multi-collbnearity (Howell, 2002), therefore individual variables are group 
centered, and community level variables are grand mean centered. 
To examine the effect of individual independent variables and community variables, 
the model was divided into three models. Model 1 has only individual control variables such 
as age, gender and race. Model 2 has all individual independent variables such as age, 
gender, race, household financial capital, human capital, and social capital. Model 3 has all 
individual and community independent variables 
Multi-level Model (Mode13) 
Level-1 Model; Y = (30 + (31(age) + (32(race) + (33(gender) + (34(household 
financial capital) + (35(social capital) + (36(human capital) + R 
Level-2 Model; (30 = y00 + ~y01 (community financial capital) + y02 (community 
social capital) + y03 (community human capital) + y04 (percent 
of white) + 8oj 
(31 = 'y 10, 
RZ = YZo, 
(33 = y30, 
(34 = y40, 
Rs = yso 
X36 = y60 
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CHAPTER 4. RESULTS 
Results of Correlation Analysis 
The bi-variate correlation results show that a significant correlation exists between 
three capitals and perception of well-being. For the perception of well-being, household 
financial capital shows the strongest correlation (r = .425), second is social capital (r = .252), 
human capital show the smallest correlation (r = .115). Among the capitals, household 
financial capital and social capital has the biggest correlation (r = .274), household financial 
capital and human capital's correlation is the second (r = .271), and social capital and human 
capital's correlation shows the smallest correlation (r = .174). The results indicated that 
perception of financial well-being has highest correlation with household financial capital 
because the perception of financial well-being is based on their financial situation. Human 
capital shows the smallest correlation among three capitals. It implies weak relationship 
between human capital and perception of financial well-being. The results in tables 5 
indicated that all four concepts are significantly correlated each other. 
Table 6. Correlation between Three Capitals and Perception of Financial Well-being 
Perception of Household 
financial well- financial 
being capital 
Human Social 
capital capital 
Perception of financial 1
well-being 
Household financial capital .425(**) 1 
Human capital .115(**) .271(**) 1 
Social capital .252(**) .274(**) .1740*) 1 
Note: N = 3,454 (individual level analysis); **p < 0.01 
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The correlation matrix suggests a possible problem of multi-collinearity because there 
are significant correlations between three capitals. To check off multi-collinearity, 
collinearity statistics such as tolerance and variance inflation factor (VIF) are calculated for 
three capitals and control variables: age, gender, and race. collinearity statistics in Table 7 
show that tolerance is in a range of 0.840.98 and VIF is in a range of 1.02 1.19. According 
to Cohen et al. (2003), tolerance value of 0.10 or less and VIF value of 10 or more indicated 
serious problems of multi-collinearity in model. Therefore, mufti-collinearity may not 
seriously affect this study. 
Table 7. collinearity Statistics for Three Capitals and Control Variables 
Variable Name Tolerance Variance Inflation Factor (VIF) 
Household financial capital 
Human capital 
Social capital 
Age 
Gender 
Race 
0.84 
0.90 
0.88 
0.92 
0.98 
0.87 
Note: Dependent variable: Perception of financial well-being; N=3,454 (individual level 
analysis) 
The Distribution of Three Capitals 
To measure the distribution of three capitals, the quintile ratio of capital and the Gini 
coefficient are measured. The variance can be considered as an indicator for the distribution 
of capitals. Paxton (1999) used variance of income as an indicator of income inequality. But 
the three individual capitals in this thesis are standardized to have mean equal to 0 and 
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standard deviance equal to 1. Therefore, I use two indicators of income inequality, the 
quintile ratio and Gini coefficient. Quintile ratio is calculated as the ratio of the top 20 
percent people's capitals and the lowest 20 percent people's capitals using the whole sample. 
The Gini coefficient means the area between the 45-degree line and the Lorenz curve. Gini 
coefficient will be equal to 0 when the distribution is completely equal. If one person or 
households have total income of group, The Gini coefficient will be equal to 1 (Samuelson, 
1995). 
The results show that the distribution of household financial capital is most unequally 
distributed with quintile ratio of 3.26. Human capital distribution's quintile ratio is 2.60. 
Social capital shows more equal distribution among three capitals with quintile ratio of 1.87. 
Gini coefficient shows the same results as quintile ratio. Household financial capital is the 
most unequally distributed with Gini coefficient 0.22. Human capital's Gini coefficient is 
0.19. Social capital shows more equal distribution among three capitals with Gini coefficient 
0.12. Putman (1993) argued that social inequality can embed in social capital when norms are 
discriminatory or the networks are social segregated. However, the results of distribution 
analysis indicated that social capital are most equally distributed among three capitals. 
Table 8. Distribution of Three Capitals 
Capitals Quintile Ratio Gini Coefficient 
Household Financial Capital 3.26 0.22 
Human Capital 2.60 0.19 
Social Capital 1.87 0.12 
Note: N = 3,454 (individual level analysis) 
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Individual Level Analysis 
Mediating Effects of Social Capital 
The results of two models for the mediating effect of social capital between 
household financial capital and perception of human capital, and also between human capital 
and household financial capital are in Table 9 (model 1), Table 10 (model 2), Figure 2 
(model 1), and Figure 3 (model 2). In model 1, the standardized coefficient of human capital 
and household financial capital is examined without social capital. The results show two 
significant paths exist between human capital and household financial capital, and also 
between household financial capital and perception of financial well-being. Standardized 
coefficient of human capital and household financial capital are 0.283 and 0.753 respectively. 
In model 2, the variable of social capital is added to the model 1. The results show 
that all paths between three capitals and perception of financial well-being are significant. 
Standardized Coefficient of paths between human capital and household financial capital 
decreased from 0.283 in model 1 to 0.216 in model 2. Standardized coefficient of paths 
between household financial capital and perception of financial capital was also decreased 
from 0.753 in model 1 to 0.656 in model 2. The results above illustrate mediating effects of 
social capital between human capital and household financial capital, and also between 
household financial capital and perception of human capital. The two conditions for 
mediating effect are all significant paths among independent variable, mediator, and 
dependent variable, and decrease of coefficient magnitude of independent variable. Both 
conditions are satisfied in these models. 
The standard statistical methods are based on the assumption of the independence of 
the observations. When this assumption is violated, the estimates of the standard errors of 
standard statistical methods are smaller than actual standard errors. These violations result in 
spuriously significant results (Hox, 2002). In the multilevel analysis of this study, estimated 
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intra-class correlation of perception of financial well-being, household financial capital, and 
social capital are 0.137, 0.120, and 0.086 respectively. Intra-class correlation represents the 
portion of variance between communities. When intra-class correlation is over 0.05 (the rule 
of thumb), the assumption of independence of the observations are violated. The individual 
structural equation model results need to check the significance in nested multilevel models 
because intra-class correlation of independent and intermediate variables in this study are 
bigger than 0.05. Therefore, I checked the significance of variables in structural equation 
model using multilevel models with the same individual variables of structural equation 
model and without community variables. The "Significance in HLM" in Table 9 and 10 are 
the results of significance of variables from multilevel models. The results show the decrease 
of significance level in some variables such as relative household financial capital (0.001 
0.01 level) and race (0.001 level -~ 0.01 level) . 
Relative Evaluation Effects of Household Financial Capital 
The hypothesis is that individual's relative financial capital compared to community 
average has a significant effect on their perception of financial well-being. The result of 
model 2 shows that standardized coefficients of relative household financial capital is 
significant at —0.465. There is a significant negative effect of relative household financial 
capital on the perception of financial well-being. It implies that people with lower household 
financial capital compared to their neighbor household financial capital perceive their 
financial well-being more negatively. 
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Table 9. Results from Individual Level Analysis (Model 1): without Social Capital 
Paths 
Standardized Std. Critical 
Estimate Error Ratio 
P-value 
Significance 
in HLM 
Household 
financial 0.753 0.220 5.667 0.000 
capital 
Relative 
household -0.566 0.267 -4.684 0.000 
financial 
capital 
Perception 
Race ---> of financial 0.020 0.103 0.590 0.555 
capital 
Age 0.129 0.001 6.729 0.000 
Gender 0.014 0.041 0.782 0.434 
Human 0.283 0.013 14.067 0.000 
Capital 
Household 
Race ---> financial 0.257 0.039 12.137 0.000 
capital 
Age 0.081 0.001 3.965 0.000 
Gender -0.080 0.027 -4.03 5 0.000 
~~~ 
~~ 
~~~ 
~~~ 
~~ 
~~~ 
~~~ 
Note: The statistics come from structural equation model analysis using AMOS program; N 
= 3,454 (individual level analysis); ~p < 0.05, ~ *p < 0.01, ~ ~ ~p < 0.001 
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Table 10. Results from Individual Level Analysis (Mode12): with Social Capital 
Paths 
Standardized Std. Critical p_value 
:Significance 
Estimate Error Ratio in HLM 
Household 
financial ca ital 
0.656 0.103 6.544 0.000 
p 
Social capital 0.108 0.022 4.846 0.000 
Relative Perception 
household ~_-> of financial -0.465 0.178 -4.971 0.000 
financial capital well-being 
Race 0.052 0.068 2.381 0.017 
Age 0.147 0.001 8.660 0.000 
Gender -0.004 0.038 -0.002 0.825 
Human capital 0.116 0.022 5.757 0.000 
Household 0.170 0.022 7.867 0.000 financial capital 
Race ___~ Social 0.199 0.065 9.539 0.000 capital 
Age 0.153 0.001 7.598 0.000 
Gender 0.109 0.045 5.644 0.000 
Human capital 0.216 0.020 11.560 0.000 
Social capital 0.033 0.014 2.342 0.019 
Household 
Race -•®_9 financial 0.182 0.060 9.134 0.000 
capital 
Age 0.023 0.001 1.187 0.235 
Gender -0.063 0.042 -3.380 0.001 
~~~ 
~* 
Note: The statistics come from structural equation model analysis using AMOS program; N 
3,454 (individual level analysis); ~p < 0.05, * ~p < 0.01, * ~ ~p < 0.001 
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Figure 2. Effects of Three Capitals to Perception of Financial Well-being (Model 1) 
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financial capital 
o.2s 
0.75 
Age 
Race 
Relative 
financial capital 1 
Perception of 
financial well-being 
Figure 3. Effects of Three Capitals to Perception of Financial Well-being (Mode12) 
Human 
capital 
~ncome 
Household 
financial capital 
0.22 
Own/Rent 
Age 
Gender 
Race 
Relative 
financial capital 
- 0.47 
Perception of 
financial well-being 
0.~2 _~--~ ~ 1 
Social 
capital 
v1 v2 v3 ~ ~ v41 1 1 _. 1 1 
e6 e7 e8 e9 
Financial 
service 
~ Control variables' (Age, Gender, Race) paths to household financial capital and social 
capital are not included in the chart. 
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The Magnitude of Three Capitals Effect 
The magnitude of three capitals effects on perception of financial well-being is 
measured by their direct and indirect effect shown in table 11 below. The household financial 
capital has a direct effect and indirect effect through social capital on perception of financial 
well-being. The direct effect is 0.656, and indirect effect is 0.022. The indirect effect was 
calculated by multiplying two paths between household financial capital and social capital, 
and between social capital and perception of financial well-being. Therefore, the total effect 
of household financial capital on perception of financial well-being is 0.678. Social capital 
also has direct (0.108) and indirect effect (0.022) on perception of financial well-being. Its 
total effect is 0.13. Human capital has two indirect effects through household financial 
capital and social capital on perception of financial well-being. Its total effect is 0.162. 
Therefore, household financial capital has the greatest effect on perception of 
financial well-being with tmtal effect of 0.678. Human capital has the second largest effect on 
perception of financial well-being with total effect at 0.162. Social capital has the smallest 
effect among three capitals on perception of financial well-being with total effect at 0.13. 
Table 11. Direct and Indirect Effect on Perception of Financial Well-being 
Household financial 
capital 
Human Social 
capital capital 
Total effect 0.678 0.162 0.130 
Direct effect 0.656 0.000 0.108 
Indirect effect 0.022 0.162 0.022 
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Multi Level Analysis 
Intra-class Correlation and Reliability 
To get within and between community variation, and also to get reliability of each 
community's sample mean as an estimate of its true population mean, aone-way ANOVA 
model is examined. The equations of model are levell model: Y = (30 + s;; level2 model: (30 = 
y00 + 8oj. The estimated intra-class correlation, which represents the portion of perception of 
financial well-being variance between communities, is 0.137. It indicates that 13.7°Io of the 
variance of perception of financial well-being is between communities, and other 86.3°Io of 
variance is within communities. The reliability of the one-way ANOVA model is 0.938. It 
means that the sample means tend to be quite reliable as indicators of true community means. 
The Chi-square (402.17) and the P-value (0.000) also indicate that there is a significant 
variation between communities in their perception of financial well-being score. 
Effect of Community Capitals on Perception of Financial Well-being 
Model 1 explains the effect of control variables of individual level on perception of 
financial well-being. Three control variables- age, gender, and race have significant effects 
on perception of financial well-beings. The model 1 explains seven percent of variance of 
perception of financial well-being. Model 2 explains the effect of individual level variables 
without community variables on perception of financial well-being. When three individual 
capitals are added in model 1, the coefficient of gender changed from significant to 
insignificant. Gender effects on perception of financial well-being become spurious in Model 
2. Individual human capital does not show significant effect on perception of financial well- 
being. It has only indirect effects on perception of financial well-being through household 
financial capital and social capital. Model 2 explains eleven percent of variance of perception 
of financial well-being. 
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In model 3, after controlling individual level variables and percent of white people in 
community, I examined three community capitals -social capital, financial capital, and 
human capital's effects. Model 3 explains twenty-six percent of variance of perception of 
financial well-being. The deviance which indicates how well the model fits the data shows 
model 3 has a better fit than those of model 1 and 2. Models with a lower deviance fit better 
than models with a higher deviance (Hox, 2002). 
For individual perception of financial well-being, only community social capital 
shows significant effects. Community financial capital does not show a significant effect on 
individual perception of financial well-being even household financial capital has a positive 
significant effect. It indicated that living in rich community does not significantly contribute 
to individual perception of financial well-being due to the effect of relative deprivation. 
Previous studies found that financial satisfaction is a function of relative deprivation also 
support this finding (Liang J, Kahana E. and Dorerty E., 1980; Stoller, M. A. and Stoller E. 
P., 2003). Community human capital also does not show a significant effect on individual 
perception of financial well-being in multi-level analysis. However, individual human capital 
showed an indirect effect on the perception of financial well-being through social capital and 
household financial capital in previous structural equation model analysis. 
Both community social capital and individual social capital have significant effects 
on perception of financial well-being. It supports the hypothesis in this study that community 
social capital has a significant effect on individual perception of financial well-being. It also 
supports Putman argument that "social capital can thus be simultaneously a private good and 
public good" (2000: 20). The coefficient of community social capital (=0.277) is greater than 
those of individual social capital (=0.10). This implies that the effect of social capital as a 
public good is bigger than that of a private property on individual perception of financial 
well-being 
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Table 12. Multi-level Analysis Results: Predictors of Perception of Financial Well-being. 
Independent Variables Model 1 Model 2 Mode13 
Individual level 
Age 0.009 ~ * ~` 0.006 * ~ ~ 0.006 ~ * ~` 
Gender —0.068* —0.032 —0.032 
Race 0.601 * ~ ~ 0.442 ~ ~ 0.442 ~ ~ 
Household financial capital 0.340 ~ ~ 0.340* ~ 
Human capital 0.010 0.010 
Social capital 0.100` ~ ~ 0.100* ~ ~ 
Community level 
Community financial capital 0.323 
Community human capital 0.092 
Community social capital 0.277 
Percent of white 0.007~~ 
Deviance 8561 5790 5736 
R2 change 4.5 14.6 
R2 6.9 11.4 26.0 
Note: Number of community = 36, Total sample size = 3,454 
*P<0.05, '~~P<0.01, ~~~P<0.001 
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Figure 4. Multi-level Analysis Results (Mode13) 
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CHAPTER 5. CONCLUSION 
Summary and Discussion 
Empirical studies about social capital are increasing in several academic areas such as 
education, sociology, and economics (Wall, 1998). Those studies conclude that social capital 
has an effect on educational attainment, economic performance, and social control such as 
the crime rate. However, not much interest is given to perception of financial well-being even 
subjective evaluation on their financial conditions can affect several areas of individual life 
(Mookherjee, 1992; Klein and Lansing, 1995). In this study, social capital's effect on 
perception of financial well-being is examined in individual and community level social 
capital because social capital can be formulated at different levels. The economic effect of 
social capital has been studied by several previous scholars at individual level, community 
level, and also the state level (Granovetter 1974, Knack and Keeper 1997, Bastelaer 2000). 
However, less attention has been given to community social capital's effect on individuals in 
community using multi-level model. Examining the effects of both individual and 
community level are essential to illustrate Putman (2000) argument of the social capitals 
characteristic as a private property and a public good. Financial capital and human capital are 
introduced to the model for comprehensive explanations because explanations of a social 
world need all forms of capital (Bourdieu, 1986). 
At the individual level analysis, the hypothesis for mediating effect of social capital 
between human capital and household financial capital is supported. The mediating effect 
indicates that human capital's economic benefits have two paths: a direct effect to financial 
capital and an indirect effect through social capital. Another mediating effect between 
household financial capital and perception on financial well-being provides several 
implications. First, household financial capital has two significant paths to perception of 
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financial well-being: direct effect and indirect effect through social capital. However, the 
portion of indirect effect is relatively small than direct effect. Second, social capital also has 
an effect on people's perception. Its effects are not limited in material economic effects. 
People might have perceived the economic effects of social capital through their daily social 
interactions in the community. Their perception on the magnitude of social capital of their 
own and its economic effect might make this mediating effect possible. Third, the perception 
of financial well-being mainly depends on household financial capital because the perception 
basically based on subjective evaluation on the financial situations. 
The perception of financial well-being is negatively related to the neighbor's 
economic status. It implies that not only increase of financial but also equal financial capital 
distribution also important to improve perception of financial well-being. This result adds 
empirical evidence for policies about economic growth and distribution of wealth. 
The results of distribution analysis using Gini coefficient and quintile ratio of three 
capital analyses show that social capital distribution is more equal than those of household 
financial capital and human capital. Social capital also has mediating effects between human 
capital and household financial capital. The direct effect of human capital on household 
financial capital reduced from 0.283 to 0.216 when the model includes social capital. It 
means that social capital relieves the direct effect of human capital on creating household 
financial capital. By this mediating effect that reduce direct effect and add indirect effect 
through social capital, inequality transfer from human capital to household financial capital 
can be reduced. Therefore, social capital seems to relieve the inequality of household 
financial capital through reduced human capital effect, and also through social capital effect 
that are more equal than human capital. This result support the Knock (1999) study that 
social capital helps the poorer more than it helps the richer. 
The multi-level analysis indicated that community social capital have a significant 
effect on individual's perception of financial well-being. However, the hypothesis of 
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community financial capital and human capital's effect on perception of financial well-being 
were not approved. Even community financial capital does not have a direct effect on 
individual financial well-being, it has a negative effect on individual financial well-being 
through the individuals' relative evaluation of their own financial capital. Therefore, a poor 
person living in an affluent community feels worse than an equally poor person in a less 
affluent community. 
Community social capital also has a significant positive effect on individual financial 
well-being. The social capital's two characteristics as a private property and a public good 
were supported in this study. First, social capital's economic effect as a private property is 
illustrated through individual social capital's direct effect and mediating effect on household 
financial capital, and also to perception of financial well-being. Like Portes argument, 
"through social capital, actors can gain direct access to economic resources" (1998: 4). 
Second, social capital's effect as a public good was also illustrated because 
perception of financial well-being depends on not just individual social capital but also 
mostly on community-level social capital. The coefficient of community social capital 
(=0.277) is greater than that of individual social capital (=0.10). It implies that social capital 
characteristics of social assets or public goods. Like other public goods such as clean water 
and safe street, social capital give benefits to all member in community. 
~ourdieu (1998) argued that financial capital as a root of all the other types of capital. 
However, at the individual level, human capital has significant effects on both household 
financial capital and social capital. It may imply that human capital is the root capital for 
financial capital and social capital at individual level. 
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Limitation of Study 
There are two limitations of the study. First, due to using the data surveyed by other 
researchers, measurement of concepts was limited to capture precise concepts that are 
adequate theoretical frame. Human capital theory indicated education and on-the j ob-training 
can be included in human capital. However, only education is used to capture the concept of 
human capital. This may be an effect on the analysis results, and additional research with 
more accurate measurement is necessary. Second, the sample of this study is not a national 
probability sample. The communities in the sample are small towns in Northwest America. 
This may restrict generalization of the study's results. However, it also may contribute 
generalization of social capital's effect and relationship to other capitals by adding some 
empirical evidence for them. 
To overcome the limitation of the study, I suggest two things for future studies. First, 
it is important to have the measurement of concepts adequate to the theoretical frame. I 
recommend an on-the job-training item be included as an indicator for human capital. For 
perception of financial well-being, I recommend an additional question for general 
satisfaction for the respondents' financial situation. Second, I recommend studies using a 
national random sample to avoid generalization problem. 
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